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I, JOHN J. MURABITO , swear (or saﬁirm) that, to the
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HAFT & GLUCKMAN

CERTIFIED PUBLIC ACCOUNTANTS LLP

317 MADISON AVENUE TELEPHONE
SUITE 912 (212)490-2120
NEW YORK, NLY. 10017 Fax

(212)286-8858
hg@haftgluckman.com

Independent Auditor’s Report

To the Board of Directors and Stockholder of
Hapoalim Securities; USA, Inc.

We have audited the accompanying statement of financial condition of Hapoalim Securities
USA, Inc. as of December 31, 2007. This statement of financial condition is the responsibility of
the Company’s management. Our responsibility is to express an opinion on this statement of
financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
We were not engaged to perform an audit of the Company’s internal control over financial
reporting. Our audit included consideration of internal control over financial reporting as a basis
for designing audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the Company’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the statement of financial condition,
assessing the accounting principles used and significant estimates made by management, and
evaluating the overall statement of financial condition presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all
material respects, the financial position of Hapoalim Securities USA, Inc. as of December 31,
2007, in conformity with accounting principles generally accepted in the United States of

America. .

HAFT & GLUCKMAN
Certified Public Accountants LLP

February 25, 2008
New York, New York




Hapoalim Securities USA, Inc.
Statement of Financial Condition

December 31, 2007

Assets
Cash and cash equivalents $ 245,388
Receivables from brokers and dealers 8,105,853
Due from Parent and affiliates 2,609,092
Securities owned, at market value 31,953,489
Fixed assets, at cost, less accumulated depreciation

and amortization of $1,495,249 860,453
Other assets 821,531
Total assets $ 44,595,806
Liabilities and stockholder’s equity
Securities sold not yet purchased, at market value $ 17,860,000
Accrued expenses and other liabilities 3,921,930
Total liabilities 21,781,930
Stockholder’s equity:

Common stock, $.01 par value; 100 shares authorized,;

10 shares outstanding -
Additional paid-in capital 65,611,134
Accumulated deficit (42,797,258)

Total stockholder’s equity 22,813,876
Total liabilities and stockholder’s equity $ 44,595,806

The accompanying notes to statement of financial condition.




Hapoalim Securities USA, Inc.
Notes to Statement of Financial Condition

December 31, 2007

1. Description of Business

Hapoalim Securities USA, Inc. (the “Company™) is a wholly-owned subsidiary of Hapoalim
U.S.A. Holding Company, Inc. (‘HUSA” or “Parent™) which 1s an indirect subsidiary of Bank
Hapoalim B.M. (“Hapoalim™), an Israeli publicly owned financial and banking group. Hapoalim
is dually listed on the Tel Aviv and London Stock Exchanges.

In March 2006, the Parent acquired all of the Company’s outstanding shares of common stock
from Investec USA Holdings Corp. (the “Former Parent”) in a transaction accounted for as a
purchase.

The Company is a registered broker-dealer in securities under the Securities Exchange Act of
1934 and is a member of the New York Stock Exchange, Inc. and the National Association of
Securities Dealers, Inc., now the Financial Industry Regulatory Authority (FINRA). Its business
includes fixed income, equity and options trading and brokerage activities.

2. Summary of Significant Accounting Policies

The preparation of the statement of financial condition in conformity with accounting principles
generally accepted in the United States requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the statement of financial condition. Actual results could differ from
those estimates.

Proprietary securities iransactions, brokerage fees, commissions, and relaled expenses are
recorded on a trade date basis. Brokerage fees consist of execution fees charged on agency
transactions. Commissions arise from agency transactions effected on behalf of institutional
customers.

Securities owned are for trading purposes and reported in the statement of financial condition at
market or fair value. Market value is generally based on quoted market prices. If quoted market
prices are not available, fair value is determined based on other relevant factors, including dealer
price quotations. Unrealized changes in market value are recognized in firm trading revenues in
the period in which the change occurs.



Hapoalim Securities USA, Inc.
Notes to Statement of Financial Condition

December 31, 2007

2. Summary of Significant Accounting Policies (continued)

Assets and liabilities denominated in foreign currency are converted to U.S. dollars based on
exchange rates at the statement of financial condition date.

Depreciation is calculated on a straight-line basis over the estimated useful lives of the assets,
which range from 3 to 10 years. Leasehold improvements are amortized over the lesser of the
economic life of the improvement or the term of the lease.

The Company accounts for income taxes in accordance with SFAS No. 109, “Accounting for
Income Taxes,” which requires the recognition of tax benefits or expenses on the temporary
differences between the financial reporting and the tax basis of assets and liabilities. If
appropriate, deferred tax assets are adjusted by a valuation allowance, which reflects
expectations of the extent to which such assets will be realized.

The Company considers certain highly liquid investments with initial maturities of three months
or less to be cash equivalents.

The carrying amounts of the Company’s cash and cash equivalents, accrued expenses and other
liabilities, and receivables from and payables to brokers and dealers approximate their fair values
due to their short-term nature.

3. Receivables from Brokers and Dealers

The Company had receivables from brokers and dealers relating to the following at December
31, 2007:

Floor brokerage receivables $ 287,086
Receivable from clearing broker 7,818,767
' $ 8,105,853

Receivables from brokers and dealers represent amounts due primarily as a result of the
Company’s trading, commission and brokerage activities.

The Company has agreed to indemnify its clearing broker for certain losses that the clearing
broker may sustain from the transactions introduced by the Company.



Hapoalim Securities USA, Inc.
Notes to Statement of Financial Condition

December 31, 2007
4, Securities Owned and Securities Sold Not Yet Purchased

At December 31, 2007, securities owned consist of U.S. Government Agency Securities of
approximately $31,951,000, and corporate obligations of approximately $2,000. At December
31, 2007, securities sold not yet purchased consist of U.S. Government Agency Securities of
$17,860,000

5. Income Taxes

As of December 31, 2007 the gross deferred tax asset amounted to approximately $10.7 million.
A full valuation allowance is recorded on the net deferred tax asset as it has been determined that
currently it is more likely than not that the Company will be unable to utilize this asset. The
temporary differences that give rise to the gross deferred tax asset at December 31, 2007 are as
follows:

Deferred tax asset

Tax credits $ 742,000
Accrued liabilities 413,000
Furniture, equipment and leasehold improvements 87,000
Net operating losses 9,462,000
Total deferred tax assets before valuation allowance 10,704,000
Less: valuation allowance (10,704,000)
Total deferred tax assets after valuation allowance $ -

The Company has a pre-tax effected federal net operating loss carry forward of approximately
$21.5 million. The NOLs are due to start expiring at December 31, 2022. Due to limitations in
the usage of NOLs subsequent to a change in ownership, the amount of carryover loss that can
be used in any one year is approximately $1.3 million.

The Company and its Parent file a consolidated Federal income tax return (*Consolidated
Tax Return”). The inter-company tax allocation policy provides for the Parent to determine
each year the amount of benefit from NOLs which will be realized in the Consolidated Tax
Return and the related amount which will be paid to the Company by the Parent.



Hapoalim Securities USA, Inc.
Notes to Statement of Financial Condition

December 31, 2007 ;

6. Commitments and Contingencies

The Company is a defendant in lawsuits and other actions incidental to its businesses.
Management of the Company, after consultation with outside legal counsel, believes that the
ultimate resolution of these matiers will not have a material adverse effect on its financial
condition.

The Former Parent has agreed to indemnify the Company for expenses incurred in connection
with the ultimate resolution of matters which relate to activity prior to the change of ownership.

The Company leases its New York City office space under a non-cancelable operating sublease
expiring in August 2010.

Future minimum lease payments under the office sublease and equipment operating leases are as

follows:
Year ending December 31:
2008 442,000
2009 445,000
2010 300,000
Total $ 1,187,000

7. Employee Benefit Plans

The Company has a qualified defined contribution profit sharing plan covering substantially all
of its employees. The Company’s contributions to the plan, which are at the discretion of
management, are determined annually but do not exceed the amount permitted under the Internal
Revenue Code as a deductible expense.




Hapoalim Securities USA, Inc.
Notes to Statement of Financial Condition

December 31, 2007

8. Regulatory Requirements

As a registered broker-dealer, the Company is subject to Rule 15¢3-1 of the Securities Exchange
Act of 1934, and Regulation 1.17 of the Commodity Futures Trading Commission which
specifies uniform minimum net capital requirements for its registrants.

The Company has elected to compute net capital under the basic method, which states that the
broker-dealer must maintain net capital, as defined, equal to the greater of 6 2/3% of aggregate
indebtedness or the minimum dollar requirement of $100,000. At December 31, 2007, the
Company had net capital of approximately $16.9 million, which exceeded minimum capital
requirements by approximately $16.6 miltlion.

The Company is exempt from the requirements of Rule 15¢3-3 of the Securities and Exchange
Commission based on Section (k)(2)(ii) of the Rule.

Advances to affiliates, repayment of subordinated liabilities, dividend payments and other equity
withdrawals are subject to certain notification and other provisions of the net capital rule of the
SEC and other regulatory bodies.

9. Transactions with Related Parties
During the year ended December 31, 2007, the Company incurred service fees and other

expenses and earned commissions and other revenues from Hapoalim and affiliates. As
discussed in note 5, the Company has recorded a tax benefit from its Parent.



Hapoalim Securities USA, Inc.
Notes to Statement of Financial Condition

December 31, 2007

10. Financial Instruments with Off-Balance Sheet Risk and Concentration of Credit Risk

The Company’s securities activities involve the execution, settlement and financing of various
securities transactions. These activities may expose the Company to risk in the event customers,
other brokers and dealers, banks, depositories or clearing organizations are unable to fulfill their
contractual obligations.

The Company records commission income and expenses on a trade date basis. The Company is
exposed to off-balance sheet risk of loss on unsettled transactions in the event customers and
other counterparties are unable to fulfill their contractual obligations,



